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Notes
Statements of Position of the Accounting
Standards Division are issued for the general
information of those interested in the subject.
They present the conclusions of at least a
majority of the Accounting Standards
Executive Committee, which is the senior
technical body of the Institute authorized to
speak for the Institute in the areas of financial
accounting and reporting and cost accounting
The objective of Statements of Position
is to influence the development of accounting
and reporting standards in directions the
Division believes are in the public interest. It
is intended that they should be considered, as
deemed appropriate, by bodies having
authority to issue pronouncements on the
subject. However, Statements of Position do
not establish standards enforceable under the
Institute's Code of Professional Ethics.

CONCEPTUAL FRAMEWORK POR ACCOUNTING AND REPORTING:
CONSIDERATION OF THE REPORT OF THE STUDY GROUP
ON THE OBJECTIVES OF FINANCIAL STATEMENTS

The Accounting Standards Executive Committee of the American
Institute of Certified Public Accountants has considered the
Discussion Memorandum, Conceptual Framework for Accounting and
Reporting:

Consideration of the Report of the Study Group on the

Objectives of Financial Statements, dated June 6, 1974, and has
prepared on behalf of the Accounting Standards Division these
comments on the issues raised in that document.
The Study Group recognized in its transmittal letter of the
Report to Mr. LeRoy Layton, President of the American Institute
of Certified Public Accountants at that time, that the Report is
not of the kind to be accepted or rejected by the members, the
Council, or the Board of Directors of the Institute.

The

Accounting Standards Division has done no empirical research on
how users use financial statements to make economic decisions, and
therefore the Division does not accept or reject the Report.

In

this Statement of Position the Division makes some observations on
certain of the objectives and notes some practical considerations
in the implementation of the objectives if they were adopted.
OBJECTIVE ONE:
The Division believes that Objective One is a desirable
objective, recognizing that "usefulness for making economic
decisions" is very broad in concept.

One implication of the
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Study Group Report is that additional research is needed on how
people use the information provided in financial statements.

The

Division believes that the term financial statements should include
the basic financial statements and the notes thereto.

Thus, the

Division believes that the "financial statements" reference in
this objective relates to financial information of the enterprise
which is considered necessary for fair presentation of financial
position, results of operations

and changes in financial position.

The term supplementary data should be used only to describe data
that are considered not necessary for fair presentation and therefore are presented in a supplementary fashion and not as an integral
part of the financial statements.
OBJECTIVE TWO:
The Division believes that Objective Two is also a desirable
objective.

It believes that the word "primarily" may have received

undue emphasis since the publication of the Study Group Report.
Two aspects of this objective that need greater emphasis are that
this objective carries no implication as to the level of understanding of the user, and that the objective carries no implication
that financial information would be the only information that a
user would use in his decision process.

The Division believes that

the last part of the objective might be more clear if it read
" who rely on financial statements as their principal source of
financial information about the results of an enterprise's activities."
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Thus, while some might conclude that the implication of this
objective is that the primary audience of financial statements is
the proverbial unsophisticated "Aunt Jane," the Division believes
that the main intent of the objective is that financial statements
should be complete enough in the sense of fair presentation for
use by those users who have limited authority, ability, or resources
to obtain the Information otherwise.

Such users may be relatively

sophisticated, and would therefore likely find the information
particularly useful to them.

Other users who are less sophisticated

might find the information less useful, but the level of understandability to be attained should attempt to serve reasonably
well-informed users.

The Division believes that Objective Two does

not contemplate presentation of multiple sets of financial statements for an enterprise.
OBJECTIVES THREE AND FOUR:
Objectives Three and Four were considered together, and the
Division believes these objectives are desirable.

The Division

believes that the emphasis on cash flow and cash generating ability
may be overstated if these attributes are viewed in the short-run,
whereas such emphasis is more proper when viewed in the long-run.
The Division believes that the principal focus should be on the
level of certainty as to realization of the assets and not on a
cash basis versus accrual basis of accounting dichotomy.

For

example, the Division finds less concern in an apparent trend away
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from accrual concepts when "soft assets" are at issue than It does
in a trend away from accrual concepts when "hard assets" are at
issue. The Division also believes that while these objectives
appear to lead toward a concept of income recognition, such
concept is not clear within these objectives or in the other
objectives.
OBJECTIVE FIVE:
The Division believes that the financial statements and the
necessary footnotes implied by Objectives Three and Four will meet
Objective Five also.

If the implication of Objective Five

is

that financial statements should indicate what the financial and
operating results would have been if management had made different
decisions, the Division believes the objective is an improper one.
Likewise, if the implication of this objective is that the information presented should include the results of the use of all the
other accounting alternatives that might have been selected, the
Division believes the objective is an improper one.

In addition,

the Division believes that this objective should lead to the
provision of information to permit a user to make an evaluation of
management efficiency, but should not lead to a separate report on
management efficiency.

Finally, the Division concludes that the

form and content of financial statements should not be entirely at
management discretion, although a certain amount of flexibility
in format is desirable.
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OBJECTIVE SIX:
The Division is not clear as to what was contemplated by the
Study Group in Objective Six.

For example, the objective seems

to imply the presentation of much added data of an interpretative
nature so that a reader would be able to make his own adjustments
of cash flows and enterprise earning power.

While the standards

expressed in APB Opinion No. 22 may need some expansion and
improvement, this objective should not be viewed as requiring
"interpretative information" that goes significantly beyond a
statement of accounting policies.

The Division believes that the

statement of accounting policies now commonly included in annual
reports presents a substantial part of what was contemplated by
this objective.

It does not believe that management should indicate

the rationale that it used for the decisions that it made.
OBJECTIVE SEVEN:
The Division concludes that the first sentence of Objective
Seven is desirable and believes that the objective of the last
sentence is commonly attained at the present time.

It believes

that the reference to current values implies disclosure, rather
than recording, at the present time but that in the future current
values might come to be considered basic financial information for
certain kinds of assets and liabilities.

It does not believe that

current values are to be "supplementary data" in the sense of
data excluded from financial statements or the footnotes thereto.
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Thus in some instances, such as for marketable securities, for
example, current values should be presented in a parenthetical
manner and therefore would be included in the basic financial statements.

Other entities may elect to experiment with separate

statements presented on a current-value basis.

Such statements

would be viewed as supplementary data as that term was used in our
comments on Objective One.

The Division believes that current-value

information is likely to be most useful initially for those assets
that might most easily be severed from the enterprise.
recognizes that

The Division

at the present time ability to obtain reliable

current values is limited for many assets, and as a result usefulness
of current-value information is also limited.

Various bases should

be used to determine current values, and the bases used should
depend upon the nature of the items involved.

The Division believes

that as the uncertainty of valuation of an item increases, additional
Information about the item should be presented.
OBJECTIVE EIGHT:
The Division does not have a good understanding of the
implications of the distinction between complete and incomplete
earnings cycles, and therefore it questions the emphasis in the
Study Group Report, and in Objective Eight in particular, on
complete versus incomplete earnings cycles.

The Division believes

that when changes in current value are reported they should be
separately reported, as disclosures in financial statements or the
footnotes in some cases and as supplementary data in other cases.

- 7 -

The inclusion of value changes in the body of income statements may
evolve as current-value information becomes more widely used and
more reliable.

The Division believes that this objective does

not contemplate the inclusion of value changes in the body of the
income statement at the present time.

The Division believes that

It is critical that the statement of financial position and the
income statement should articulate.
OBJECTIVE NINE:
The Division believes that Objective Nine implies that the
statement of financial activities will go beyond the current
statement of changes in financial position and that this latter
statement could be improved in terms of the types of information
that it presents.

The traditional format may not be as useful as

is possible, and this objective implies that it might be more
useful to begin with revenue information and deduct costs incurred.
Information not presently presented within the body of the statement, such as sales backlog information, would be reported as
appended information if it were included in the statement, but
some believe that this type of information is more desirable when
presented as supplementary data rather than when presented in the
basic financial statements.
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OBJECTIVE TEN:
The AICPA has a Task Force currently working on the presentation of financial forecast information.

This Task Force

includes representatives from the AICPA Accounting Standards
Executive Committee, Auditing Standards Executive Committee, and
Management Advisory Services Executive Committee.

The ramifications

of requiring presentation of such information are numerous, and the
Division believes the FASB should give additional consideration to
Objective Ten.

Because of the existing AICPA Task Force activity

in this area, the Division postpones for the present any additional
comment on this objective.
OBJECTIVES ELEVEN AND TWELVE:
The Division believes that Objectives Eleven and Twelve are
likely to have less effect on FASB projects than are the previous
objectives.

However, if the FASB should consider topics that

fall within the areas of accounting by governmental or not-for-profit
organizations or measurement of social costs, the Division believes
that these objectives may be helpful to the FASB in such projects.
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